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How Many Tax Battles Can Be Won? 


The Treasury Department’s firm and con- 
tinued opposition to further lowering of the 
personal income tax exemptions highlights the 
importance given to improving the equity of 
the tax structure as an objective of the proposed 
$7 billion tax program and also puts the Depart- 
ment in a weak position in its efforts to ward off 
the rising threat of a sales tax. 


Sales Tax Issue 


Secretary of the Treasury Morgenthau in his 
recent reiteration of Administration policy on 
income tax exemptions based his argument on 
the well-known fact that the lowest income 
groups bear the heaviest tax burdens when all 
taxes—direct and indirect, federal, state, and 
local—are considered. This emphasis reinforces 
the impression gained from the Secretary’s testi- 
mony on Capitol Hill that, although checking 
inflation is one objective of the Treasury De- 
partment’s proposals, in addition to the obvious 
objective of securing revenue, it is not consid- 
ered as important as the goal of greater equity. 


To put a powerful check on inflation through 
taxation, either lower income tax exemptions or 
a sales tax are necessary, so that more of the 
purchasing power of income groups below the 
$2500 level may be reached. Failure of the 
Treasury to recommend lower exemptions gives 
impetus to sentiment for the sales tax, which 
is a less equitable approach to the inflation 
threat. The sales tax is also getting support 
from those who are not so much concerned 
about inflation as about the tax increases pro- 
posed for the middle income groups and who 
see in the sales tax a way to shift some of this 
burden to lower income groups. 

A bloc in the Ways and Means Committee 
of the House is currently advocating the sales 
tax and is probably strong enough to force a 
debate on the floor if the Committee rejects 
the proposal. 


Closing Loopholes 


At the same time that the Treasury is work- 
ing to minimize the tax burdens of the lower 
income groups, it has also taken up the cudgels 
for two other proposals designed to improve the 
equity of the tax structure, both of which will 
probably involve strenuous fighting before they 
are accepted: taxation of interest on state and 
local bonds, and requirement of joint income 
tax returns. 


The proposal for joint income tax returns 
brings vigorous opposition from two groups: 
those who have an interest in the possibilities 
of tax avoidance through transfers of property 
from husband to wife and the paying of taxes 
on two smaller incomes instead of one large one, 
and the community property states where the 
husband-wife relationship is treated as a business 
partnership and the income is divided, with the 
result that lower income taxes are paid because 
lower rates apply to the shares than to the total 
income. There are also objections from women 
who fear that their independent legal status 
would be jeopardized. 


Federal taxation of interest on state and mu- 
nicipal bonds is opposed by state and _ local 
officials because it would mean higher interest 
rates on future issues and because in their opinion 
states’ rights would be invaded. There is also 
opposition from holders of tax exempt securities 
who do not want their taxes increased. 


Excess Profits Tax 


Although trouble appears to be ahead in fight- 
ing out these numerous tax battles, one very 
important issue was settled prior to the presenta- 
tion of the Treasury proposals to the Congress, 
the issue of the base on which the excess profits 
tax should be levied. The Treasury has not 
again proposed that Congress eliminate the op- 
tion now given to file returns either on the basis 
of average earnings or invested capital. 
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Right of Way for Imports 


Some of the bottlenecks and red tape hinder- 
ing importation of essential war materials may 
soon be eliminated. A bill to permit temporary 
lifting of tariffs on defense articles is expected 
to be introduced in Congress shortly. 


A similar bill of June 1941 never emerged 
from the House Ways and Means Committee, 
but the pressure of events has altered the situa- 
tion. Recently, legislation to suspend the tariff 
on scrap metals was passed by Congress without 
controversy. However, the procedure of having 
separate authorization for each commodity is 
too cumbersome and slow. Authority to sus- 
pend must be delegated so that quick action can 
be taken. Congress may be less willing to take 
the longer step. Will it establish a precedent? 
To whom will the power be delegated? Cer- 
tainly there will be debate on these points and 
questions will be raised about the definition of 
any term as broad as “defense articles.” 


The bill reportedly being drafted grows ‘out 
of a recommendation made last December by 
the Joint War Production Committee of the 
United States and Canada. It called for suspen- 
sion of tariffs and other barriers which impede 
“the free flow of necessary munitions and war 
supplies.” (A resolution of similar character 
was passed at the Rio conference in Januaty.) 
To give effect to this recommendation President 
Roosevelt requested the American chairman, 
Milo Perkins, to investigate, with the help of 
the Tariff Commission and other agencies, what 


legislation would be required. Neither the Trade 
Agreements Act nor the “flexible clause” of the 
Tariff Act, which under certain conditions per- 
mit revision of existing schedules by as much as 
50%, is applicable to the immediate problems 
of this emergency. It is assumed that the bill 
will be broad enough to cover necessary imports 
from all sources, not merely those from Canada. 

Many war materials, particularly metals, are 
being imported directly by the government. 
Certain of these are brought in free of duty 
under emergency authority granted to the Sec- 
retary of the Navy by Act of June 30, 1914; 
on others the government pays. duties. Large 
quantities of materials for war production, how- 
ever, are imported by private firms that now 
have to pay the full tariff rate. 


From the point of view of revenue, collecting 
tariff on war materials purchased by the gov- 
ernment amounts to shifting money from one 
pocket to another and requires unnecessary book- 
keeping transactions. The same is true even 
though the tariff is paid by a private firm which 
passes this cost on to the government in the 
price of the product. To the extent that such 
essential materials enter into civilian use—and 
there is no clear cut division—the public bears 
the cost of tariffs in a variety of ways. 

Although tariff and undue trade regulations 
are not the only obstacles which make it difficult 
to secure the materials needed for war produc- 
tion, these at least can be eliminated. 


Congress Inquires 


The extent to which a legislative body should 
turn itself into a permanent investigating agency 
was one of the points in controversy over giving 
another year of life to the Dies Committee to 
Investigate Un-American Activities. Represent- 
ative Baldwin of New York, Republican, raised 
the question when he declared that “I am con- 
vinced . . . that a legislative body should not 
become a permanent investigatory body. We 
have other things to do and our investigating 
committees should be temporary and report to 
us on legislation that should be passed.” 


During the past few years the number of 
congressional investigating committees has been 
legion. Two groups that have been publicly 
praised for their work are the Tolan Committee 
investigating the migratory labor problem and 
the Truman Committee investigating national 
defense progress. 


The House Military and Naval Affairs Com- 
mittees have been granted investigatory rights. 


Each has conducted investigations of labor prob- 
lems. Shortages of strategic materials, such as 
scrap iron and copper, have also been reviewed. 
Other special committees are studying the prob- 
lems of the small business concern, the effect of 
priorities and conversion of industries to war 
production and non-defense expenditures. 


Usually the area of the investigation is lim- 
ited by the resolution creating the committee. 
The Dies Committee has much broader and less 
well defined scope than most such groups. 
These investigating committees can be congres- 
sional tools for holding the Executive Depart- 
ments responsible for effective prosecution of the 
war efforts; at other times they hamper the war 
efforts by demanding the time of executives and 
their staffs and a great deal of additional paper 
work. The trend from the conception of Con- 
gress as a deliberative body to that of an investi- 
gatory body seems now to be accelerating. 


